This paper investigates the difference between two widely used measures of accruals and their differential impact on accrual strategy returns. The two measures are accruals computed using consecutive changes in the balance sheet items and accruals computed as earnings minus cash flows from operating activities, both from the cash flow statement. Our investigations reveal that the difference between the two measures is caused by four items and non-articulations in changes in working capital accounts and depreciation expenses, in addition to non-articulation events as identified by Hribar and Collins (2002) . We find that the non-articulation in working capital accounts and depreciation expenses between the cash flow statement and other financial statements is surprisingly prevalent and economically significant, and it can be attributed to special events, errors made by Compustat, firms' inconsistent definitions and non-standard classifications of assets/liabilities. We show that, after excluding non-articulation events, the accrual strategy returns are higher for accruals computed using balance sheet items than accruals computed using cash flow statement items. Further investigations suggest that the return differentials are mainly due to other funds from operations and the non-articulation in changes in accounts receivable.
I. INTRODUCTION
finds that the hedge portfolio with a long position in low accrual firms and a short position in high accrual firms generates positive abnormal returns.
This finding is commonly referred to as "the accrual anomaly". Many subsequent papers have attempted to explain the accrual anomaly or explore whether this finding holds in different settings. In most such studies, accounting accruals are computed either using consecutive changes in the balance sheet items (ACCR_BS) or using earnings minus cash flows from operating activities with both data items from the cash flow statement (TACCR_CF). For example, Xie (2001) , Thomas and Zhang (2002) , Fairfield et al. (2003) , Richardson et al. (2005) , Mashruwala et al. (2006) , Pincus et al. (2007) , Zhang (2007) and Wu et al. (2010) tabulate their results using mainly the balance sheet accruals, while Collins and Hribar (2000) , Cheng and Thomas (2006) , and Core et al. (2006) tabulate their results using mainly the cash flow statement accruals.
The popularity of the two accrual measures motivates us to investigate the differences between the two accrual measures and their differential impact on the accrual strategy return. We deem our paper an extension of Hribar and Collins (2002) (HC thereafter), who identify non-articulation events, such as mergers and acquisitions, as one cause of the difference between the balance-sheet-based and cashflow-statement-based accrual measures. HC demonstrate convincingly that nonarticulation events introduce significant measurement errors to balance-sheet accruals.
All their tabulated results are based on a cash-flow-statement operating accrual measure (ACCR_CF), computed using the same formula for the balance-sheet accrual measure, with all data items from the cash flow statement. The accrual measure that we focus on, TACCR_CF, is labeled as cash-flow-statement total accruals in HC, and HC acknowledge that its difference from the balance-sheet accruals is attributable to factors other than non-articulation events. We identify these factors and assess their importance in explaining the difference. To ensure that our results are not driven by non-articulation events, we exclude observations affected by those events from our sample.
The first factor we identify is the additional accrual components included in TACCR_CF but excluded from ACCR_BS. For illustration purposes, we recall the steps of the indirect method used to prepare the statement of cash flows. We begin with net income number.
Step 1 is to adjust for non-cash expenses (revenues). A common non-cash expense is depreciation.
Step 2 is to adjust for changes in current assets and current liabilities.
Step 3 is to adjust for non-operating gains/losses. We then obtain operating cash flow. ACCR_BS considers the adjustments in Step 1 and 2 but not the adjustments in Step 3, while TACCR_CF, computed as net income minus operating cash flows, considers adjustments in all three steps. It is thus quite obvious that non-operating gains/losses constitute the additional accrual items included in TACCR_CF but excluded from ACCR_BS. Using the Compustat manual, we identify four such accrual items: deferred income tax benefit/expense (DEF_TAX), equity in net earnings/losses (EQU_GL), gains/losses from sales of PPE and investments (PPE_GL), and other funds from operations (OF). We define the four items so that a positive value indicates a higher TACCR_CF relative to ACCR_BS. DEF_TAX represents deferred income tax benefit or expense reported in the operating activities section of the statement of cash flows. It takes negative value (i.e., deferred income tax expense) when income tax expense is larger than income tax payable and positive value (i.e., deferred income tax benefit) when income tax payable is larger than income tax expense. EQU_GL represents an adjustment to income before extraordinary items and discontinued operations. It reflects the unremitted portion of an unconsolidated subsidiary's earnings included in the income statement less any dividends paid by the subsidiary. This item includes (1) Distributions from unconsolidated affiliates/joint ventures, and (2) Dividends in excess of equity in earnings. PPE_GL represents losses and gains resulting from the sale, disposal, or retirement of assets. OF represents items not specifically included in another category within the operating activity section of the statement of cash flows. The difference between ACCR_BS and TACCR_CF does not stop here. We find that other than additional accrual items and non-articulation events, there are nonarticulations in changes in working capital accounts and depreciation expenses between the cash flow statement and other financial statements. In theory, in a sample without non-articulation events, the values of changes in working capital accounts should be the same across the cash flow statement and the balance sheet, while the values for depreciation expenses should be the same across the cash flow statement and the income statement. For example, changes in accounts receivable reported on the cash flow statement should be equal to consecutive changes in accounts receivable as reported on the balance sheet. Surprisingly, we find that this is not true for the majority of our sample firms: non-zero differences exist for 60 percent of our sample observations. In terms of magnitude, we show that the mean absolute value of the sum of the non-articulations is about 6.4 percent of the average total assets. The prevalence and economic significance of the non-articulations highlight the complexity in corporate financial reporting and warrant further investigations. To that end, we examine eight random observations with an overall non-articulation of substantial magnitude and six observations each for the non-articulations associated with changes in accounts receivable, changes in inventory, changes in accounts payable, changes in income tax payable, changes in other current assets/liabilities and depreciation expenses. Our investigations reveal that the non-articulation is due mainly to the following four reasons: 1) special events, such as write-offs and planned sales of assets; 2) errors made by Compustat in aggregating data; 3) firms' inconsistent definitions; and 4) non-standard classifications of assets/liabilities, such as long-term assets/liabilities included in the operating activities sections.
We next examine whether the accrual strategy return is different for the two accrual measures and how the differences between the two measures affect the return differentials. There are three reasons for conducting this analysis. First, it contributes to our understanding of the accrual anomaly, an intriguing topic in the accounting literature. We show that the balance sheet accrual measure yields higher accrual strategy returns and that the return differentials are mainly due to other funds from operations and the non-articulation in changes in accounts receivable. These findings highlight the importance of investigating accrual components (Thomas and Zhang 2002) and are useful to investors interested in applying the accrual strategy to stock trading. Second, Burgstahler et al. (2002) show that special items are mispriced to a lesser extent than other earnings components. However, exactly which line item drives this empirical finding is unclear. We address this gap in literature by pinpointing several line items likely classified as special items, such as other funds from operations, and by showing that including these line items leads to less mispricing of accruals. Third, the well-known finding in HC that non-articulation events introduce measurement errors to the balance-sheet accrual measure easily leads to the misconception that the accrual strategy return is weaker for the accrual measure based on the balance sheet items. Our return analysis helps to clarify this misconception by showing a stronger accrual strategy return based on the balancesheet accrual, reinforcing the main message of the paper that the differences between the two accrual measures go well beyond non-articulation events.
Specifically, using a sample cleansed of the non-articulation events, we first analyze the accrual strategy return differentials between ACCR_CF and TACCR_CF.
The four items (DEF_TAX, EQU_GL, PPE_GL and OF) that are included in TACCR_CF and excluded from ACCR_CF completely explain the difference between the two accrual measures. We find that the annual return to the accrual strategy is 7.0 percent, significant at the 0.05 level, for ACCR_CF, while it is 4.1 percent, not significant at the 0.10 level, for TACCR_CF. Among the four items, OF is mainly responsible for the return differentials, as it is mispriced to a significantly lesser extent than ACCR_CF. As OF is likely classified as special items, this finding is consistent with Burgstahler et al. (2002) , who show that special items are mispriced to a lesser extent than other earnings components.
We then compare the accrual strategy return differentials between ACCR_CF and ACCR_BS. Non-articulations in working capital accounts and depreciation expenses completely explain the difference between these two accrual measures. We find that the accrual strategy return is 8.3 percent, significant at the 0.01 level, for ACCR_BS, while it is 7.0 percent, significant at the 0.05 level only, for ACCR_CF.
Our further investigations provide some evidence that the return differential is mainly attributable to non-articulation in changes in accounts receivable.
Lastly, we compare the accrual strategy return differentials between ACCR_BS and TACCR_CF. We find that the accrual strategy return is much higher for ACCR_BS than for TACCR_CF (8.3 percent versus 4.1 percent). Consistent with prior results, we show that this return differential is mainly due to other funds from operations and the non-articulation in changes in accounts receivable, both mispriced to a significantly lesser extent than ACCR_BS.
Our paper contributes to the accounting literature in three ways. First, given that both accrual measures are widely used in the accounting literature, it is worth investigating what factors create the difference between the two measures. While HC identify non-articulation events as a cause of the difference, non-articulation events do not fully account for the difference. We address this gap in the literature. We show that the difference is due to non-articulation events, four accrual items and nonarticulations in changes in working capital accounts and depreciation expenses between the cash flow statement and other financial statements. We believe that our paper provides a more comprehensive reconciliation between the two widely used accruals measures, which is informative to future academic studies using either or both of the two accrual measures. Second, our investigation yields insights related to the articulation in accrual components between the cash flow statement and other financial statements. We find that the non-articulation is due to special events, errors made by Compustat, firms' inconsistent definitions and non-standard classifications of assets/liabilities. Our results thus contribute to the accruals-related literature in a more general sense.
Third, we examine how the accrual strategy return differs across the two accrual measures. We show that ACCR_BS yields higher accrual strategy returns than TACCR_CF. We find that one component of the cash-flow-statement accrual (other funds from operations) and the non-articulation in changes in accounts receivable are largely responsible for the differential accrual hedge returns. Our results contribute to a better understanding of the underlying mechanism of the accrual anomaly and highlight the importance of investigating accrual components (Thomas and Zhang 2002) .
The rest of the paper is organized as follows. Section II discusses sample formation and variable measurement. Section III provides evidence on what causes the difference between the two accrual measures. Section IV investigates the differential accrual strategy returns, and Section V concludes. 
II. SAMPLE FORMATION AND VARIABLE MEASUREMENT
where ACCR_BS is accruals computed using consecutive changes in the balance sheet data items; ΔCA is changes in total current assets (Compustat ACT) 
where is r and ps r are returns in month s for firm i and size portfolio p, respectively.
When a firm delists, we use the delisting return in the delisting month and assume a return equal to the firm's size-matched portfolio for the remainder of the year. If a firm's delisting is due to liquidation or a forced delisting and the delisting return is missing, the delisting return is set to -100 percent. This treatment is consistent with Sloan (1996) .
Observations are deleted if (1) ACCR_BS, TACCR_CF or SAR t+1 is missing; (2) the firm is in the financial industry according to the SIC code (6000<=SIC<=6999); or (3) the book value of average total assets is less than $1 million.
Furthermore, we eliminate observations affected by the non-articulation events identified by HC (i.e., mergers and acquisitions, discontinued operations and foreign currency translations). HC provide evidence that the difference between the two accrual measures is partly attributable to those events. We eliminate those observations because we are interested in other factors that explain the difference between the two accrual measures.
We determine that a merger or acquisition takes place if any of the following conditions are met: a) the footnote of sales (Compustat SALE_FN) 
III. WHAT CAUSES THE DIFFERENCE?
This section identifies sources of the difference between ACCR_BS and TACCR_CF. The Compustat manual and prior academic research suggest that the difference is due to the following three reasons: (1) non-articulation events, such as mergers and acquisitions; (2) four items included in TACCR_CF but not in ACCR_BS;
and (3) the non-articulation in changes in working capital accounts and depreciation expenses between the cash flow statement and other financial statements. Because HC have provided evidence related to non-articulation events, we focus on the second and third reasons.
The four items included in TACCR_CF but not in ACCR_BS are deferred income tax benefit/expense (DEF_TAX), equity in net earnings/losses (EQU_GL), gains/losses from sales of PPE and investments (PPE_GL), and other funds from operations (OF). These four items and the non-articulations in changes in working capital accounts and depreciation expenses are defined in so that a positive value indicates a higher TACCR_CF relative to ACCR_BS. Table 1 reports the distribution of the four accrual items and non-articulations in our sample. The upper panel reports the four accrual items, while the lower panel reports non-articulations in changes in working capital accounts and depreciation expenses. All the mean and median values reported are significant at the 0.01 level, using a two-tailed t test.
Descriptive Statistics
Among the four items, we observe that OF, other funds from operations, is the most prevalent. In our sample, about 80.9 percent of observations have non-zero and non-missing values for OF. 1 OF is followed by DEF_TAX, deferred income tax benefit/expense (57.6 percent), and PPE_GL, gains/losses related to sales of PPE (44.7 percent). EQU_GL, equity in net earnings/losses, is the least prevalent, and only 11.4 percent of our sample observations have non-missing and non-zero values.
[Insert Table 1 here]
We then focus on the sample with non-missing and non-zero values to gauge the impact of each item on the difference between the two accrual measures. On average, DEF_TAX and PPE_GL lead to a higher TACCR_CF than ACCR_BS, evidenced by their positive mean values. In contrast, EQU_GL and OF, on average, lead to a lower TACCR_CF than ACCR_BS, because their mean values are negative.
The sum of the four items has a negative mean value of 2.8 percent, indicating that in general, the combined effect of the four reduces TACCR_CF by 2.8 percent of average total assets. If we assume that firms on average have a return-on-assets of close to ten percent, the combined effect is about 28 percent of the reported earnings and is likely to be economically significant.
When we turn to the absolute value of the four items, we find that the magnitude of OF is the highest among the four. On average, it has a mean value of 4.3 percent, which compares to 1.5 percent for DEF_TAX, 1.7 percent for EQU_GL and 1.3 percent for PPE_GL. The sum of the four items exhibits a magnitude of 4.6 percent of total assets, which is economically significant.
The lower panel reveals a somewhat surprising finding. We find that nonarticulations in changes in working capital accounts and depreciation expenses are rather prevalent, although accounting textbooks prescribe identical values between the cash flow statement and other financial statements. For four out of the five working capital accounts we consider, the proportion of firms that show non-articulation is greater than 50 percent. This proportion is close to 41 percent for depreciation expenses. When we combine all of these non-articulation items, we find that about 60 percent of our sample firms are affected.
It is possible that some of the non-articulations we observe are due to rounding errors. For example, assume that the balance of accounts receivable is 4.5 million in year t and 3.4 million in year t-1. Due to rounding, the reported numbers for accounts receivable on the balance sheet are 5 million and 3 million respectively for the two years, exhibiting an increase of 2 million. Rounding also leads to the actual difference (1.1 million) being reported on the statement of cash flow as 1 million. Consequently, we observe a non-articulation of 1 million, though, in fact, the two statements articulate perfectly. Our example shows that rounding errors may be responsible for non-articulations with a magnitude of no greater than 1 million. While we recognize this possibility, we are unable to distinguish it from the alternative explanation that the amount of non-articulation is indeed small.
We use two approaches to assess the impact of rounding on the prevalence of non-articulations. The first approach makes the extreme and unrealistic assumption that all non-articulations with a magnitude of no greater than 1 million are due to rounding errors. 2 This assumption leads to the most conservative estimate of the prevalence of non-articulations. We observe that the proportion of firms with a nonarticulation magnitude of greater than 1 million ranges between 5.81 percent for changes in income tax payable to 56.45 percent for changes in other current assets/liabilities. It is 37.66 percent for the overall non-articulation, suggesting that more than one-third of the firms in our sample exhibit non-articulations, even if we assume unrealistically that all non-articulations of no greater than 1 million are due to rounding.
The second approach recognizes a common size effect: small firms tend to have accounting numbers of lower magnitude, and non-articulations with a magnitude of less than 1 million may be explained by the small size of the firm. Thus, one way to detect whether non-articulations are driven by rounding errors is to relate the magnitude of the non-articulation to the firm size, assuming that the greater the magnitude of the non-articulation relative to firm size, the less likely the nonarticulation is due to rounding errors. Following this reasoning, we report the proportion of firms with a non-articulation magnitude of greater than 0.1 percent, 0.5 percent and 1 percent of average total assets. For the overall non-articulations, the proportions are, respectively, 58.41 percent, 53.18 percent and 47.61 percent. If we assume that the non-articulations with a magnitude of greater than 1 percent of average total assets are not due to rounding errors, our results suggest that nonarticulations exist for close to 50 percent of firms in our sample.
After considering the prevalence of non-articulations, we next turn to the magnitude. An examination of the raw values, for those with non-zero values, suggests that on average, non-articulation in changes in accounts receivable, changes in inventory and changes in other current assets/liabilities lead to a higher TACCR_CF value relative to ACCR_BS, while the opposite is true for changes in accounts payable, changes in tax payable and depreciation expenses. The sum of all non-articulation items has a positive mean value, indicating that on average, the total leads to a higher TACCR_CF value than ACCR_BS.
The statistics related to the absolute value suggest that the effect of nonarticulation in other current assets/liabilities has the greatest magnitude: in general, it affects about 3.6 percent of average total assets. The magnitude of the combined effect of all non-articulation items is about 6.4 percent of average total assets.
More on non-articulations
In theory, in a sample without non-articulation events, the values for changes in working capital accounts should be the same across the cash flow statement and the balance sheet, while the values for depreciation expenses should be the same across the cash flow statement and the income statement. Our previous analysis shows that this does not hold true for the majority of observations in our sample.
To understand how this non-articulation is created, we manually collect data from the firms' SEC filings. Specifically, we examine eight random observations with an overall non-articulation of substantial magnitude and six observations each for non-articulations associated with changes in accounts receivable, changes in inventory, changes in accounts payable, changes in income tax payable, changes in other current assets/liabilities and depreciation expenses. Among the six observations, three have a small magnitude of non-articulations (around 1 million), and three have a greater magnitude (i.e., the magnitude is above the median of the sample). We report each observation's GVKEY, fiscal year and the reason for non-articulation in Table 2 .
[Insert Table 2 In sum, we find that main reasons for non-articulations are as follows: 1) 
IV. THE DIFFERENTIAL ACCRUAL STRATEGY RETURN

Regression analysis methodology
We next investigate whether the accrual strategy return differs across the two accrual measures and how the differences between the two measures affect the return differentials.
As we discussed earlier, the difference in values between the two popular accrual measures (ACCR_BS and TACCR_CF) can be attributed to three sources: (1) non-articulation events, such as mergers and acquisitions; (2) four items included in TACCR_CF but not in ACCR_BS; and (3) the non-articulation in accrual components between the cash flow statement and other financial statements.
HC provide convincing evidence related to the first source, non-articulation events. They find that measurement errors caused by non-articulation events reduce the accrual strategy return based on the balance-sheet operating accruals. However, they are silent on how the second and third sources, i.e., the four items and nonarticulations in working capital accounts, affect the return differentials. We address this gap in prior literature.
Our empirical analysis requires the following variables to be non-missing:
ACCR_BS, ACCR_CF, TACCR_CF, DEF_TAX, EQU_GL, PPE_GL, and OF.
The additional data requirement reduces the sample size to 27,200 observations. Our analysis involves three steps. The first step considers the impact of four items, the second step the impact of non-articulations and the third step the impact of both the four items and the non-articulations. In our analysis, we use the cash flow statement operating accrual (ACCR_CF), the main accrual measure in HC, for the following two reasons. First, the accounting literature has used three accrual measures (ACCR_BS, ACCR_CF, and TACCR_CF), and it would be interesting to see which accrual measure leads to the strongest accrual anomaly. 3 Second, the difference between ACCR_BS and ACCR_CF is due to structural changes and non-articulations, while the difference between ACCR_CF and TACCR_CF arises from the four items included in
TACCR_CF.
To the extent that the structural changes and non-articulations can be viewed as measurement errors and the four items can be viewed as special items, our analysis helps to determine how measurement errors and special items in accruals affect the magnitude of the accrual anomaly.
Our analysis employs a regression approach, which can be used to understand the differential accrual strategy returns based on any two accrual measures. We first regress next year size-adjusted returns on the two accrual measures separately to determine which accrual measure generates a lower accrual strategy return. Let's assume that ACCR_L generates a lower accrual strategy return than ACCR_H does.
Further assume that there are n items included in ACCR_L but not in ACCR_H: X1, X2...and Xn, so that the following equation holds:
We run the following regression to shed light on how the n items affect the return differentials.
If a specific item, such as X1, does not affect the correlation between ACCR_L and future stock returns, then the coefficient on it should be insignificant. If X1 is responsible for the lower predictive ability of ACCR_L relative to ACCR_H for future abnormal returns, we expect the coefficient on X1 to be positive. To see this point, we plug Equation (5) into Equation (6) and have the following:
In Equation (7), we expect the coefficient on ACCR_H to be negative and significant, given the finding in Sloan (1996) . If β 2 is positive and significant, it shows that the predictive power for future abnormal returns is weaker for X1 than for Fairfield et al. (2003) and Zhang (2007) find evidence consistent with the notion that the accrual anomaly is a special case of a more general growth anomaly.
The balance-sheet accrual may measure growth better, because, relative to the cash-flow accrual, it is higher for firms involved in M&A (an indication of high growth) and lower for firms involved in discontinued operations (an indication of low and negative growth). If what investors really misprice is the growth, the balance-sheet accrual may yield a higher accrual strategy return because it better represents growth.
portfolio with a long position in the top deciles and a short position in the bottom deciles of the accrual measure. In both panels, a more negative coefficient on the accrual measure reflects a higher accrual strategy return.
[Insert Table 3 We then analyze the impact of the four items on the return differentials.
Following the methodology discussed in Section 4.1, we regress size-adjusted returns on TACCR_CF and (the sum of) the four items. Our results are reported under Regression 3 and Regression 4 in Table 3 .
Given that the four items completely explain the difference between the two measures, it is not surprising to observe that the coefficient on the sum of the four items is positive and significant in both Panel A and Panel B, suggesting that the return differentials are due to the sum of the four items. What is more interesting is that among the four items, only one item, other funds from operations, has a positive and significant coefficient, in both Panel A and Panel B. Specifically, the coefficient on OF is 0.259, significant at the 0.05 level in Panel A, and it is 0.119, significant at the 0.05 level in Panel B. The coefficients on the remaining four items are insignificant in both panels. Our result thus suggests that other funds from operations (OF) is mispriced to a significantly lesser extent than ACCR_CF and is responsible for the return differentials between TACCR_CF and ACCR_CF. To the extent that OF is classified as special items, our finding is consistent with that of Burgstahler et al. (2002) , who show that special items are mispriced to a lesser extent than other earnings components.
The impact of non-articulations
This section analyzes the impact of non-articulations, which completely explain the difference between ACCR_BS and ACCR_CF. We first regress sizeadjusted returns on the two accrual measures independently. After documenting that the accrual strategy return is higher for ACCR_BS, we regress size-adjusted returns on ACCR_CF and (the sum of) non-articulations. We run a Fama-MacBeth type of regression, and our results appear in Table 4 [Insert Table 4 the coefficient on ACCR_BS is -0.083, significant at the 0.01 level, while the coefficient on ACCR_CF is -0.07, significant at the 0.05 level but not at the 0.01 level.
In conclusion, our results show that the accrual strategy return is higher for ACCR_BS than for ACCR_CF. 
The impact of both the four items and the non-articulations
This section analyzes the impact of both the four items and the nonarticulations on the return differentials between ACCR_BS and TACCR_CF, the two most popular measures in the accounting literature. We first regress size-adjusted returns on the two accrual measures independently. Next, we regress size-adjusted returns on TACCR_CF, the four items and non-articulations in accrual components. reports results based on decile ranks, whose values range from 0 to 1.
[Insert Table 5 here]
The Regression 1 and Regression 2 columns report results from univariate regressions. We observe that ACCR_BS generates significantly higher accrual strategy returns.
7 Specifically, Panel A shows that TACCR_CF is insignificantly correlated with future returns, while the coefficient on ACCR_BS is -0.119, significant at the 0.05 level. Panel B reveals that the coefficient on the decile rank of ACCR_BS is -0.083, significant at the 0.01 level. This compares to the coefficient on the decile rank of TACCR_CF, which is -0.041 and not significant at the 0.10 level.
The Regression 3 column in both panels shows that when we consider the sum of four items and sum of non-articulations, the coefficient on the former is positive and significant at the 0.05 level, while the coefficient on the latter is insignificant.
This finding suggests that, taken as a whole, the four items are responsible for the accrual strategy differentials.
The Regression 4 column reports results from the regression model that includes the four individual items and non-articulations. We find that, consistent with prior results, the return differentials are mainly attributable to other funds from operations and the non-articulation in changes in accounts receivable. In both panels, only these two variables take on positive and significant coefficients; the rest of the variables are not significant at the 0.10 level.
Overall, results in Table 5 indicate that non-articulations in changes in accounts receivable and other funds from operations are the main reasons behind the accrual strategy return differentials.
V. CONCLUSIONS
Since Sloan (1996) , most accruals-related studies have focused on the relationship between accruals and future returns and use two approaches to estimate accruals. One is based on consecutive changes in the balance sheet items (ACCR_BS), and the other approach calculates accruals as earnings minus cash flows from operating activities, with both items reported on the cash flow statement (TACCR_CF). This paper examines two research questions: 1) what leads to the difference between the two accrual measures, and 2) how is the accruals strategy return affected by these differences?
We document that the difference between these two measures occurs for the following three reasons: 1) non-articulation events as identified by HC, 2) four items included in TACCR_CF but excluded from ACCR_BS and 3) non-articulations in changes in working capital accounts and depreciation expenses between the cash flow statement and other financial statements, which is surprisingly prevalent and economically significant.
We continue to investigate the differential impact of the two measures on the accrual strategy return. We find that ACCR_BS generates significantly higher returns than TACCR_CF. This return differential seems to be caused by non-articulations in changes in accounts receivable and other funds from operations.
In sum, our paper provides a more comprehensive reconciliation between the two widely used accruals measures, which is informative to future academic studies using either or both of the two accrual measures.
APPENDIX:
Definition of key variables SAR t+1 = Size adjusted returns computed using the following formula:
, where r is and r ps are returns in month s for firm i and size portfolio p respectively. Size deciles are determined by the distribution of the market values of all the NYSE/AMEX/NASDAQ firms at the beginning of the calendar year. SAR is computed over the 12-month holding periods, beginning four months after the fiscal year end. When a firm delists, we use the delisting return in the delisting month and assume a return equal to the firm's sizematched portfolio for the remainder of the year. If a firm's delisting is due to liquidation or a forced delisting and the delisting return is missing, the delisting return is set to -100 percent.
ACCR_BS
= Accruals calculated using balance sheet items according to the following formula:
where ΔCA = change in total current assets (Compustat ACT) ; ΔCash = change in cash and short-term investments (Compustat CHE) ; ΔCL = change in total current liabilities (Compustat LCT) ; ΔCA = change in debt in current liabilities (Compustat DLC) ; Dep = depreciation and amortization from the income statement (Compustat DP) ; and average total assets (Compustat AT) . : Sum of the four items on the difference between TACCR_CF and ACCR_BS; Sum 2 : Sum of all the non-articulation items on the difference between TACCR_CF and ACCR_BS; Sum 3 : Sum of all the non-articulation items on the difference between TACCR_CF and ACCR_BS, with each difference of each component larger than $1million; raw value and absolute value are calculated using non-missing and non-zero sample. All the values are rounded to the second decimal. In particular, 0.00% does not mean exact zero; rather, it indicates a small number around zero. 
